CHRISTCHURCH 
NEW ZEALAND — 


Scope of the Budget 


The bude et isthe annual financial statement of the 
Government presented to Parliament by the Minister 
of Finance as soon as practicable after the close of 
the financial year. Like the annual accounts pre- 
sented to the shareholders of a company, its purpose 
is to inform those concerned, which, in the case of 
the budget, means Parliament and the public, of the 
operations during the past year and the financial 
position at the end of the year. The budget also 
submits proposals for the coming year. To serve its 
purpose and to ensure the intelligent understanding 
that is essential to clear judgment, the first require- 
ment is that the budget should include a complete 
statement of all money received, whether from taxes 
or loans, and of all payments, whether from current 
revenue or on capital account, presented in as clear 
and orderly a fashion as possible. 


The 1940 budget is concerned mainly with present . 


emergency conditions, is confined chiefly to estimates 
for 1940-41, and hence departs far from traditional 
procedure. New Zealand’s public accounts have long 
been complicated by the extent and diversity of 
government activities, and their number and com- 
plexity has been increased in recent years, particu- 
larlv by the addition last year of separate Social 
Security and War Expenses Accounts. Hence the 
need for comprehensiveness, directness, and clarity 
in the annual financial statement is greater than ever 
before. In addition to the Consolidated Fund, the 
public accounts now include the Social Security Fund, 
normally financed entirely from revenue and mainly 
from taxation, the War Expenses and Public Works 
Accounts, financed partly from revenue and partly 
from loans, the Housing Account, financed almost 
entirely from loans, and the Public Debt Account. 
All of these are necessarily essential parts of a com- 
prehensive budget covering the whole of taxation and 
borrowing. There are other accounts such as the 
State Advances, the Government Insurance, the State 
Superannuation Funds, ete, which are usually 
regarded as self- balancing and which have long been 
excluded from the budget statements. 


The latest statement is limited almost entirely to 
estimates for the Consolidated Fund and War 
Expenses Account for, the currefit year. The surplus 
on Consolidated Fund Account for 1939-40 is given 


as £319,000 and, though the Minister’s statement, gave 


no details of the Consolidated Fund, these are shown 
in the tabulated appendices to the budget. The 
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budget includes no details and very little information 
regarding operations in 1939-40 for War Expenses 
and Public Works, and neither last year’s results nor 
this year’s estimates for the Social Security Account 
are included. The net increase in the Public Debt ~ 


for the year is mentioned, but the total, now £322m. 


is not given. It is explained that, in view of the war 
situation, the Government’s activities in the past year 
are not reviewed to the customary extent, and that 
attention is centred mainly on proposals for the 
current year. 5 


Expenditure and Receipts 


In consequence of: the budget omissions and of 
the inadequacy and complexity of the information 


available, it is difficult to make a full and compre- 
hensive review of last year’s financial operations, 
and in some cases the figures given can only be 
approximations. But the year’s results for-the Con- 
solidated Fund, the War Expenses Account, and the 
Social Security Fund, which include all taxation, 
have been published, and to these may be added 


estimates of loan expenditure from:the Public Works — 


Fund. If all these are combined, the resultant sum- 
mary of public expenditure and receipts for the years 
1938-39, 1939-40, and of the estimates for 1940-41, is 
as follows: 


SUMMARY OF EXPENDITURE AND RECEIPTS 
Expenditure £ millions 


Estimates 
1938-39 1939-40 1940-41 
Consolidated Fund, excite 
Defence - - - 33.7 34.5 37.0 
Defence and War Expenses 
Account - - 2.1 8.1 37.5 
Social Security Fund and ‘iste: 
ployment . - - - - 5.5 9.8* 10.0+ 
Public ene gone spendin 
only) - - = S2aOnn 15:84 15.1 
Total Expenditure - = 2+, B80; | - “68.2 “99.6 
Surpluses - - - 8 1.6 a 
58.8 69.8 99.6 
Receipts 
Raised from Taxes - - SOO 44.5 54.51 
Other Revenue, -- - > - 4.3 6.5 oy A 
From Loans °" - EN OT 18.8 38.4 
Total Receipts 58.8 69.8 99.6 


* Excluding transfer from Consolidated Fund. 
+ Assuming 1939-40 -yield of Social Security Tax. 
{Net increase in debt, £18. 94m. less war loans, £3.09m. 


=about 282m. 


It should’ be emphasised that these figures are only 
approximate, since full details are not available. In 
1939-40, for instance, the net increase in debt is given 
as £18.94m. and war loan expenditure as £3.09m., 
which leaves £15.8m for loan expenditure on public 
works. For 1939-40 again, there were surpluses of 
£319,000 in the Consolidated Fund, £953,000 in the 
War Expenses Account, and £524,000 in the Social 
Security Fund. In the table above, it is assumed that 


the last. item is carried forward to meet expenditure ~ 


in 1940-41, but the budget gives no indication how 
the balances in the other accounts are to be used. 


_ The most imposing feature of these figures is their 
magnitude, and their rapid growth in recent years. In 
1928-29, total State taxation in New Zealand was 
£17.8m., other revenue £5.76m., net loans £6.68m. and 
total expenditure, including a_ deficit, £30.85m. 
During the depression, taxation increased heavily, 
and in 1935-36 total taxation, including unemploy- 
ment tax, reached £25.5m. and total expenditure 
“For 1939-40 total taxation, excluding 
taxation for defence and war purposes altogether, 
was £40m., and for 1940-41, despite the increased 
burden imposed by the war, total taxation for 
ordinary purposes, excluding war and defence, will 
be £40.4m. Borrowing for ordinary purposes, again 
excluding war expenses, shows even greater increases. 
It was £6.68m. in 1928-29, £2m. in 1935-36, at least 
£15.8m. in 1989-40, and is estimated at £15.1m. in 
1940-41. Total Government expenditure from revenue 
and loans combined, which reached £30.85m. in 
‘1928-29, and £31.8m. in 1935-36, was about £70m., 
including £8.1m. for war, in 1939-40, and will be 
close to £100m., including £37.5m. for war, in 1940-41. 


There ig no precedent for expenditure of this 
magnitude in New Zealand. But the trend of events 


during the last two years, when rapidly increasing . 


Government expenditure was accompanied by 
increasing economic difficulties, suggests doubt as to 
whether it can be met without serious impairment 
of the sources from which public money is drawn. 
In 1939 heavier taxes had to be imposed to yield the 
same revenue, and in both 1988 and 1939 the Reserve 
Bank was-drawn on heavily for advances to finance 
capital expenditure. As the direct consequence of 
this credit expansion, import and exchange control 
was imposed. The war has added to the reasons for 
these controls and also to the difficulties of trade, and 
a further substantial fall in customs and sales tax is 
expected in 1940-41. While some sources of taxation 
have contracted definitely and considerably as a 
result of changed conditions, the demand for public 
expenditure, and for both tax and loan money to 
meet it, have increased greatly. As a result, the 
Dominion, whose ” aggregate private income for 
1938-39 was £185m., an amount which, on account of 
much double counting, is probably well in excess of 
the net national income, proposes this year to spend 
approximately £100m. Of this total, £374m. is for 
war purposes and the remainder, about £62m., roughly 
double the total expenditure of 1928-29 and 1935-36, 
is for the ordinary purposes of. Government. 


The Estimates 


It is estimated that war and defence in 1940-41 
will cost £37.5m., of which £19.75m. is required 
abroad and £17.75m. in New Zealand. Consolidated 


o 
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Fund expenditure is expected to reach £37.03m., and 
revenue £37.08m. Estimates for social security 
expenditure are not available, but £3.32m. is to be 
transferred from the Consolidated Fund to the Social 
Security Fund, compared with £1.8m. last year, and 
assuming that the yield of.the Social Security Tax 


‘is the same as last vear, £9.5m., and that the balance 


of £500,000 in the fund is used, the total made avail- 
able will be £13.2m. compared with £10.8m. spent 
last year. It is expected that £20.59m. will be 
required for public works, including £5.51m. from 
revenue, leaving £15.08m. to be raised by loan. These 
estimates, if double counting be avoided, total £99.6m. 


Of this amount, it is proposed that £54.5m. shall 
be raised by taxation, £38.4m. by loans at home and 
abroad, and £6.7m. from revenue other than taxation, 
including £1m. profit on silver coinage and £500,000 
from the surplus in the Social Security Account. 


Total taxation in 1939-40 yielded £44.5m., includ- 
ing £32.8lm. to the Consolidated Fund, £2.18m. to 
the War Expenses Account, and £9.5m. to the Social 
Security Fund. If the last item, not mentioned in the 
budget estimates, is excluded, £45m. is required for 
the Consolidated Fund and War Expenses Account 
this year, compared with £35m. last year. It is 
expected that the yield of customs, sales, and highway 
taxes will decline by £3.3m., but increases in the yield 
of income tax and stamp and death duties bring the 
net ‘decrease from existing taxes down to £2.1m. 
Hence the Government is faced with the problem of 
raising £12.1m. in extra taxation for War Expenses 
and the Consolidated Fund combined. Last year, 
special war taxation yielded £2.18m. and £2.29m. was 


__transferredfrom the Consolidated-Fund, making the 


contribution of taxes for war purposes, £4.4m. In a 


~full year the special war taxes would have yielded 


£3.5m. This year the War Expenses Account requires 
£14.12m. from taxation. 


To raise the additional amount required, it is 
proposed to increase death and gift duties and income 
taxes, to double the sales tax, making it 10 per cent, 
and to impose a new national security tax of 1s. in 
the pound, similar to the social security tax, on all 
income. The estimates of prope taxation may be 
summarised as follows: 


ESTIMATES OF TAXATION 
£ million 
Consoli- 
dated War 
Fund Expenses Totals — 


Customs - - - - 7.50 12 8.22 
Beer Duty - - “> 1.38 — 1.38 
Sales Tax - a ee - igiQQ-a'T*. 2:00 5.00 
Highways - = . - 2.60 — 2.60 
Stamp Duties - -. 1.65 —_— 1.65 
Land * Tax -- - - « 1.00 — 1.00 
Income Tax - - = De.00 1.90 15.45 
Others - - - 22 — 22 
Death Duties, etc. — - - — a0 ~ “ 2eo.00 
National ee Ay: aa —- 6.00 6.00 
Postages = - a — 50 50 


30.90 14.12 45.02 


Social Security Taxes—approx. 9.50 


Total Taxation - - -) 54,52 


The total taxation proposed compares with the 
amounts collected in the two preceding years as 


follows: 
TOTAL STATH TAXATION 


; Estimate 
1938-39 1939-40 1940-41 
To Consolidated Fund - 32.30 32.81 30.90 
Social Security and 
Employment Fund - 5.46 9.50 9.50* 
War Expenses Account = 2.18 14.12 
Totals "2. 0+ + 87.76 4449 54.52 
Per Head of Popu- 
lation - - - £23.44 £27.24 £33.00 


* Last year’s figure—official- estimates not available. 


If land taxes, income taxes, death duties, and 
national and social security taxes are regarded as 
direct and all other taxes as indirect, the proposals 
for 1940-41 mean that £34.95m. will be raised by 
direct taxes and £19.57m. from indirect taxes. An 
effort has been made to impose taxation that will fall 
directly on incomes and capital and to avoid such 
taxes as are passed on to increase prices, costs of 
living, and costs of production. 


The Tax Increases 


The new scale adopted for income taxes makes 
these taxes heavier and more steeply graduated. 
Income tax now falls on all incomes, subject to a 
general exemption of £200 and special exemptions 
of £50 each for dependent wife and children. The tax 
is at the rate of 2s. 6d. in the pound on the first £100 
of taxable income and rises by steps of 3d. for each 
successive £100 of taxable income to 12s. in the pound 
on income over £3,800. But all income tax is subject 
to an addition of 15 per cent, and a further 333 per 
cent is imposed where the income is unearned. In 
consequence the taxes on income are much heavier 
than the description given in the budget would 
suggest. Including social security and national 
security taxes, which, whatever they are called, are 
direct taxes on income, there is first a tax of 2s. in 
the pound on all income. When the income tax, proper 
is reached, including these taxes and the 15 per cent 
addition, the tax on earned income rises from 
4s. 104d. in the pound on the first £100 of taxable 
income to 15s. 10d. in the pound on income over £3,800. 
‘On unearned income it rises from 5s. 10d. in the 
pound on the first £100 of taxable income to 20s. 5d. 
in the pound on income above £3,800, subject to a 
proviso that in no ease shall the total of these direct 
taxes exceed 17s. 6d. in the pound. In effect, there- 
fore, taxation on income is at the rate of 2s. in the 
pound on income below the income tax limit, and 
ranges from 4s. 104d. to 17s. 6d. in the pound on 
income between that limit and £3,800. 


Company taxes are also increased to begin at 
2s. 6d. and rise to 8s. 9d. in the pound on £7,950. 
Since 15 per cent is again added, and national and 
social security taxes must also be paid, the effective 


“rate on companies ranges from 4s. 104d. to 12s, 03d. . 


in the pound. The maximum company rate is also 
imposed upon interest from debentures issued tax 
free by cémpanies. State trading activities are to 
pay income tax and the Government proposes to take 
‘‘the whole of any excess profit made during the war 
period.’’ 


| 


These are.extraordinarily heavy demands. At the 


one extreme they possess the merit of ensuring that. 


the same amounts of taxation will be paid and the 
same amounts left to the tax payers for each £100 
of similar taxable income, but beyond the maximum 
of £3,800 in the case of individual tax payers, the 
rates imposed leave the tax payers only 4s. 2d. in the 
pound if the income is all earned, and 2s. 6d. in the 
pound if it is unearned. Larger companies paying 
the maximum rate will now need to earn more than 
124 per cent net in order to pay dividends of 5 per 
cent after meeting taxes on income, and heavy 
increases in taxation on debenture interest will add 
further to their difficulties. In these circumstances, 
it is inevitable that some of the income taxation. will 
be passed on and will prove to be indirect. At the 
other extreme, the new national security tax, though 
it provides the only: really effective way of getting 
the revenue required, falls heavily on the lowest 
incomes. To meet this difficulty, more liberal family 


allowances are to be granted on those incomes at a _ 


corresponding: increase in cost to the social security 
fund. In the case of these incomes the Government 
has reached the position where it has to grant sub- 
sidies from taxation in order to lessen the burden of 
the taxation it imposes. 


Loan Money 


The total amount of loan money required during 
the year is £38.4m., including £19.75m. for war pur- 
poses abroad, £3.63m. for war and defence at home, 
and £15.1lm. for public works. It is stated that 
arrangements have been made for the cost of New 


‘Zealand forces overseas to be financed by the United 


Kinedom on a loan basis, New Zealand being charged 
the British rate of interest for war loans. But 
borrowing abroad means increasing the burden of 
unproductive overseas debt and the Government 
hopes to raise some of this money in New Zealand. 
In addition, it requires £3.63m. for war purposes and 
£15.1m. for public works, making £18.73m. in all, in 
New Zealand. Though about £3m. has been contri- 
buted locally by voluntary loans free of interest for 
war purposes, the Government has not yet attempted 
to raise a war loan on the local market. It is now 
proposed to tap the savings of small investors by a 
National Savings scheme operated through the Post 
Office Savings Bank. In addition, the budget states: 


‘‘Provision for loan contribution by large 
investors will be made by the issue of loans with a 
currency of ten years or more in respect of which 
Government stock will be issued in the usual manner. 
In the circumstances the Government consider that 
these loans should be regarded as contributions to the 
war effort from the material assets of those with 
property and should accordingly be free of interest 
for a period of three years or until twelve months 
after the conclusion of the war, and thereafter for 
ten years at a rate of interest not exceeding 24 per 
cent. In this way the Government proposes to raise 
within New Zealand not only the money required to 
be expended in this country, but also some portion 
of the amount necessary to meet expenditure abroad, 
thus relieving, so far as is possible, the drain upon 
the resources of the British Government. ... It is 
the intention of the Government to formulate for 
the consideration of the House a procedure under 
which all who have the.means will be required to 


assist by subscribing to loans for these purposes.’’ . 


It appears, therefore, that internal loans will be 
compulsory and at very low rates of interest. What- 
ever justification might exist for this procedure, if 
designed solely to meet the real emergency require- 
ments of war, no good reasons have yet been adduced 
to explain why it should be applied to meet the 
Government’s capital expenditure on public works. 
As far as the budget proposals show, £8.63m. of the 
loan money required this year are to be devoted to 
war loans, though more may be raised and applied 
in this way to relieve the demands made on the 
British Government. The greater part of the local 
loan requirements, amounting to £15.1m., is for public 
works. If this money for public works is to be raised 
by compulsory loans, as the budget suggests, the 
innovation is, to say the least, startling, and there is 
little evidence that it has received the full consider- 
ation which its importance demands. 


~ Conclusion 


It is in respect of the proposals for expenditure 
for purposes other than war, on public works, social 
security, and Consolidated Fund services, that the 
budget is least convincing. Regarding war expenses, 
the total estimates are very large, but the cireum- 
stances make estimation difficult and, in the absence 
of full and detailed information, which perhaps 
cannot be made public, no critical analysis of the 
estimates is practicable. : 


If, however, £37.5m. are required for expenditure 
on war and defence, it becomes urgently necessary 


that the strictest economy should be observed in all 
4 _otherexpenditure,_This-other expenditure _is now to. 
® > exceed £60m. or about twice as much as in 1928-29 


and 1935-36. Of the increase during the last five 
years, little, if any, is directly productive of the 
eonsumable goods and services which provide both the 
standard of living of the people and the national 
income from which funds for all government 
expenditure are drawn. Production always follows 
the guidance and direction of expenditure. The 
heavy increases in state taxation, borrowing and 
expenditure in recent years have diverted a consider- 
able proportion of our economic resources, formerly 
employed in channels where they were directly pro- 
ductive of national income, into new channels where 
they are not productive of such income. In conse- 
quence of this diversion, the distribution of resources 
in production has become less effective than it was, 
and much less effective than-is desirable, since it is 
essential under war conditions that production 
should be maximised and consumption reduced, in 
order that a surplus of production and income over 
expenditure and consumption should be created to 
pay for the war. In these circumstances a re-direction 
of resources is urgently needed, and it was antici- 
pated that the budget would reveal the government’s 
plans for revising its expenditure and so achieving 
this end. The budget meets expectations in that high 
taxation and heavy borrowing are provided for: 
These will effectively reduce the consumption of 
taxpayers and lenders. But its proposals for 
expenditure fail signally to indicate the re-direction 
of national expenditure and consequently of national 
production which are necessary to transfer resources 
back to direct production, to increase production to 
the practicable maximum, and to enable the Dominion 
to make the greatest possible contribution to the 

war effort. a eI 
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